To study the stock price adjustment of the G7 countries toward fundamentals in a nonlinear framework.
DATA and Preliminarily Results:
Monthly data : Stock indexes, Interest rates and industrial production Series of the G7 countries. • Estimating Fundamental Value (FV) under the REH:
We compute an initial FV, noted F0: We swept it in the interval : [P0 -50%, P0+50%]. We also suppose that the initial constant risk premium Φ Φ Φ Φ0 belongs to the interval [0%, 8%]. Then, we determine the optimal value of F0, so that the retained value of F0 and Φ Φ Φ Φ0 are :
• Estimating Fundamental Values Then, we replace the expected dividends by the STARM estimation and we got the following FV estimations:
Main conclusions and contributions
An on/off threshold ECM with two regimes to reproduce stock price adjustment.
In the first regime, stock price deviations approach a random walk, while they approach a white noise process in the outer regimes.
Stock prices may deviate and be away for long time, but they are non-linearly mean-reverting when deviations exceed some threshold given by transaction costs.
